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Monthly Economic Outlook – Hinging On Trade Policy
Broadly speaking, the economic data reports have not played a major role for the financial markets over the last several months. The bigger factors
have been trade tensions and the Federal Reserve, and while there are other uncertainties, the economic outlook, and in turn monetary policy,
hinges on what will happen with trade policy.

Trade policy developments, principally the May 10 escalation of tariffs against China, appear to be having a more significant impact on the
economy. A trade deal with China, including a rollback of tariffs, would reduce uncertainty and support growth into 2020. A further escalation,
such as the imposition of 25% tariffs on the remaining $300 billion or so in Chinese goods (mostly consumer goods), would likely push the U.S.
economy close to a recession. An extension of the status quo, including a continuation of the May 10 tariff increase, would be consistent with a
lackluster-to-moderate pace of growth through the end of the year.

Through much of this year, financial market sentiment has been driven by shifting trade policy perceptions, and by April, rumor had it that a trade
deal with China was imminent. Regardless of the reason that progress toward a deal was derailed, President Trump’s May 5 tweet and the May 10
increase in tariffs renewed investor concerns about supply chain disruptions and slower global growth. The added uncertainty further dampened
capital spending plans. In early June, Trump’s threat to impose tariffs on Mexico (which was unrelated to trade issues!) was vigorously opposed by
U.S. businesses, especially the automakers, which rely on the free flow of parts and supplies across the border. President Trump quickly backed
down. With the lengthy presidential campaign now underway, there is likely to be enormous pressure on the White House to resolve trade policy
uncertainty. Financial market participants hoping for a deal coming out of talks between President Trump and Chinese President XI around the
G-20 meeting (June 28-29 in Osaka) are likely to be disappointed, but an agreement to continue negotiations ought to be enough for the time being.

At the start of this year, Fed Chair Powell noted cross-currents, principally concerns about global growth and trade policy uncertainties. Along
with muted inflation pressures, these cross-currents allowed the central bank to be “patient” in determining its next policy move. In June, the
Federal Open Market Committee (FOMC) left short-term interest rates unchanged. In the policy statement, the FOMC said it “will�closely�monitor
the�implications�of�incoming�information�for�the�economic�outlook�and�will�act�as�appropriate�to�sustain�the�expansion” – a phrase that Chair Powell
has used earlier in the month. In his June 18 press conference, Powel noted:

“In�the�weeks�since�our�last�meeting,�the�cross-currents�have�reemerged.�Growth�indicators�from�around�the�world�have�disappointed�on�net,�raising
concerns�about�the�strength�of�the�global�economy.��pparent�progress�on�trade�turned�to�greater�uncertainty,�and�our�contacts� in�business�and
agriculture�report�heightened�concerns�over�trade�developments.�These�concerns�may�have�contributed�to�the�drop�in�business�confidence�in�some
recent�surveys�and�may�be�starting�to�show�through�to� incoming�data.�Risk�sentiment� in� financial�markets�has�deteriorated�as�well.��gainst�this
backdrop,�inflation�remains�muted.”

While the baseline outlook remains favorable, “the�question�is�whether�these�uncertainties�will�continue�to�weigh�on�the�outlook�and�thus�call�for
additional�monetary�policy�accommodation.” Fed officials remained concerned about a low trend in inflation. So why not lower short-term interest
rates immediately? Powell said that Fed policymakers “are�going�to�be�monitoring�the�cross-currents�going�forward,” adding that “we’d�like�to�see
whether�these�risks�continue�to�weigh�on�the�outlook.”

Federal Open Market Committee decisions are usually arrived at through consensus, although there are often disagreements (one official, St.
Louis Fed President Bullard, formally dissented in favor of an immediate 25-bp cut in the federal funds target range at the June policy meeting).
In the revised dot plot (which shows Fed officials’ projections of the appropriate year-end federal funds rate), officials were nearly split in their
policy expectations through the end of this year. Of the 17 senior Fed officials, seven expected the federal funds rate to be 50 basis point lower
at the end of this year, while eight expected no change (one saw a 25-bp cut, one saw a 25-bp increase). While it’s common for the dots to be
spread out, it’s unusual for officials to be divided into such unique camps. We will know more when the FOMC minutes are released on July 10,
but the difference in policy expectations likely reflects different expectations of trade policy developments. It’s important to note that there is
considerable uncertainty in each of the dots (Fed officials have debated whether the dot plot leads to market misinterpretations of the Fed’s
intensions), but even those anticipating no change in policy felt that the case for a rate cut has strengthened, according to Chair Powell.

Recent economic data suggest a rebound in consumer spending growth in 2Q19. That’s not much of a stretch following the weak results of 1Q19
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(inflation-adjusted consumer spending rose at a 1.3% annual rate in the 2nd estimate of 1Q19 GDP growth), but it is consistent with the positive
fundamentals of the household sector. Nonfarm payrolls were reported to have risen by 75,000 in the initial estimate for May, but that’s just noise
(payrolls rose by 224,000 in April). Yet, the underlying trend in job growth appears to have slowed. Anecdotally, firms continue to report difficulties
in finding qualified workers.

Business fixed investment has slowed. While this may partly reflect issues in energy exploration and problems at Boeing, softer global growth and
trade policy uncertainties have been important factors. Factory output has declined. However, we’ve often had mini-recessions in manufacturing,
without a recession in the overall economy (however, a recession in the overall economy has always coincided with a recession in manufacturing).

The yield curve is the best single indicator of a possible recession, but it’s a matter of degrees (it’s not like a switched is flipped then the slope goes
negative). Currently, the spread between the 10-year Treasury note yield and the federal funds target implies about a 35% chance of entering a
recession in the new 12 months. While that suggests that a recession is “not likely,” the odds are too high for comfort. Moreover, the low level of
interest rates may mean that the odds are higher than the model suggests. We’ve only had 11 recessions since World War II. That’s a ridiculously low
sample size. Many “recession gauges” add more variables, which give a better fit in “backcasting” past recessions, but don’t help in forecasting the
next downturn. Until we start to see an uptrend in the unemployment rate, there’s not much worry for the consumer spending outlook. However,
confidence is a significant factor in business investment decisions, and prolonged weakness in orders and shipments of capital equipment would
be a concern.

Wages are rising, “but�not�at�a�pace�that�would�provide�much�upward�impetus�to�(consumer�price)�inflation,” according to Fed Chair Powell. Weaker
global growth would hold inflation down around the world. Fed officials fear that persistent sub-2% inflation (as measured by the core PCE Price
Index, which is trending about 0.4% below the core CPI y/y) would lead to a drop in long-run inflation expectations. The proximately to the 0%
bound means that the Fed should be more aggressive in lowering short-term interest rates – moving sooner and with steeper cuts – than would
occur otherwise. At this point, there’s no need for the Fed to panic. The July 31 policy decision will depend on incoming information, but an
“insurance” cut in late July is likely to be appropriate.

While Fed policy will be conditional on trade policy and other developments, the financial markets have already priced in a July 31 rate cut (the
federal funds futures close of June 24 implied a 72% chance of a 25-bp cut and a 28% chance of a 50-bp cut). Markets have been hypersensitive
to trade issues and minor shifts in the Fed policy outlook. That’s unlikely to chance anytime soon.
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Notes on the forecast: The table represents a baseline forecast. Any forecast will be wrong. Forecasts should be thought of in probabilistic terms
– a most likely scenario, but one surrounded by risks. While growth is expected to be moderate in the second half of this year and into 2020, the
risks to the growth outlook remain prominently to the downside. Much hinges on trade policy.

GDP growth figures can be quirky from quarter to quarter. Net exports and the change in inventories make up a relatively small portion of the
level of GDP, but they account for more than their fair share of volatility in GDP growth. As Fed Chair Powell recently put it, net exports and
inventories are “components that are generally not reliable indicators of ongoing momentum.” Investors should focus on Private Domestic Final
Purchases, which is consumer spending plus business fixed investment plus residential fixed investment (or equivalently, GDP less government
less net exports, less the change in inventories). Powell: “The more reliable drivers of growth in the economy are spending on consumption and
business investment.”

Underlying domestic demand has been expected to transition to a more sustainable pace in 2019, largely reflecting the fading impact of fiscal
stimulus and labor market constraints.

Tariffs and the expectation of further tariffs appear to have pulled imports forward and added to inventory growth. Imports have a negative sign
in the GDP calculation (hence, declining imports add to GDP growth). Since U.S. imports are higher than exports, weakness in the U.S. economy
would reduce the trade deficit (as we saw during the financial crisis).

Nonfarm payrolls should be boosted by temporary hiring for the decennial census in the first half of 2020 (falling back in the second half of the year).

Once again, long-term interest rates are expected to move somewhat higher. However, a modest-to-moderate inflation outlook and low long-
term interest rates outside the U.S. should continue to put downward pressure on U.S. bond yields.

.
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IMPORTANT INVESTOR DISCLOSURES
This material is being provided for informational purposes only. Expressions of opinion are provided as of the date above and subject to change.
Any information should not be deemed a recommendation to buy, hold or sell any security. Certain information has been obtained from third-party
sources we consider reliable, but we do not guarantee that such information is accurate or complete. This report is not a complete description of
the securities, markets, or developments referred to in this material and does not include all available data necessary for making an investment
decision. Prior to making an investment decision, please consult with your financial advisor about your individual situation. Investing involves
risk and you may incur a profit or loss regardless of strategy selected. There is no guarantee that the statements, opinions or forecasts provided
herein will prove to be correct.

Links to third-party websites are being provided for informational purposes only. Raymond James is not affiliated with and does not endorse,
authorize, or sponsor any of the listed websites or their respective sponsors. Raymond James is not responsible for the content of any third-party
website or the collection or use of information regarding any websites users and/or members.

This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by Raymond
James, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate, or commercially exploit
the information contained in this report, in printed, electronic, or any other form, in any manner, without the prior express written consent of
Raymond James. You also agree not to use the information provided in this report for any unlawful purpose. This report and its contents are the
property of Raymond James and are protected by applicable copyright, trade secret, or other intellectual property laws (of the United States and
other countries). United States law, 17 U.S.C. Sec. 501 et seq, provides for civil and criminal penalties for copyright infringement. No copyright
claimed in incorporated U.S. government works.

Index Definitions

The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market.

The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and
the NASDAQ.

The NASDAQ Composite is a stock market index of the common stocks and similar securities listed on the NASDAQ stock market.

The MSCI World All Cap Index captures large, mid, small and micro-cap representation across 23 Developed Markets (DM) countries. With 11,732
constituents, the index is comprehensive, covering approximately 99% of the free float-adjusted market capitalization in each country.

MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market capitalization index that is designed to measure developed market
equity performance, excluding the United States & Canada. The EAFE consists of the country indices of 21 developed nations.

MSCI Emerging Markets Index is designed to measure equity market performance in 23 emerging market countries. The index's three largest
industries are materials, energy, and banks.

Keep in mind that individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which
will affect actual investment performance. Individual investor's results will vary. Past performance does not guarantee future results. Future
investment performance cannot be guaranteed, investment yields will fluctuate with market conditions.

International Disclosures

For�clients�in�the�United�Kingdom:

For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which this document relates is
intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients as described
in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (high net worth companies, unincorporated associations,
etc.) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended)or any other person to whom this promotion
may lawfully be directed. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied
upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.

For clients of Raymond James Investment Services, Ltd.: This document is for the use of professional investment advisers and managers and
is not intended for use by clients.

For�clients�in�France:

This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, being
persons who are Eligible Counterparties or Professional Clients as described in "Code Monetaire et Financier" and Reglement General de l'Autorite
des marches Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied
upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.

For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorite de Controle Prudentiel
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et de Resolution and the Autorite des Marches Financiers.

For�institutional�clients�in�the�European�Economic�rea�(EE�)�outside�of�the�United�Kingdom:

This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be
submitted.

For�Canadian�clients:

This document is not prepared subject to Canadian disclosure requirements, unless a Canadian has contributed to the content of the document.
In the case where there is Canadian contribution, the document meets all applicable IIROC disclosure requirements.

Broker Dealer Disclosures

Securities are: NOT Deposits • NOT Insured by FDIC or any other government agency • NOT GUARANTEED by the bank • Subject to risk and may
lose value

Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. Raymond James Financial Services, Inc., member FINRA/SIPC.
Raymond James® is a registered trademark of Raymond James Financial, Inc.
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